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INDONESIA — Key Econamic Indicators 


1986 1987 1988 19892 

Population (million midyr.) 168 172 175 178 
GP (billions of Rp, curr. prices) 102,546 124,539 139,452 157,580 
Exchange rate (Rp per $) 1,283 1,644 1, 686 1,763 
GoP ($ million) 79, 927 75, 754 82,712 89, 382 
GDP per capita ($ at curr. exchange rate) 476 440 473 502 
GDP (% growth in constant 1983 rp prices) 5.9 4.5 5.7 6.5 
Consumer Price Index (1977/78 = 100) 275 301 318 333 
Growth in Consumer Prices 6.0 9.1 8.0 6.5 
Money Supply (Rp billion-Dec. 31) 11,677 12, 685 13, 300 15,300 
Foreign Investment Approvals 

(non-oil) ($ million) 800 1,240 4,400 5,350 
Official Int’1 Reserves ($ million-Dec. 31) 5,411 6,512 6,020 6,052 
External Official Debt 32, 902 42,000 43,788 44,979 
(Disbursed - $ million-—Dec. 31) 
Debt Service ($ million) 5,393 6,499 9,049 8,779 


FY FY FY FY 
GOVERNMENT BUDGET (billions of Rupiahs) 86/87 87/88 88/89  89/90b 
Actual Actual Budget Budget 
Routine Expenditures 13, 559 17,481 20, 066 23, 445 
Development Expenditures 8,332 9,477 8,897 13,129 
Domestic Revenues 16,140 20, 803 21, 803 25,249 
Dev. Receipts (external loans and grants) 5, 752 6, 158 7,160 11,325 


BALANCE OF PAYMENTS FY FY FY FY 

($ million) 86/87 87/88 88/89 89/90° 
Actual Actual Actual Budget 

Overall Balance (change in off. reserves) —469 1,528 677 565 

—4,051 -1, 707 -1, 859 -1,537 

13, 697 18, 343 19, 824 22,538 

6, 966 8,841 7,640 8, 842 

6,731 9,502 12,184 13, 696 

11,451 12,952 14,311 16, 306 

Oil and LNG sector imports 2,095 2,5 2,072 2,314 

Non-oil 9,356 10,597 12,239 13, 992 


U.S.—Indonesian Trade ($ million) 1986 1987 1988 1989 
Indonesian Exports to the U.S. (C.I.F.) 2,901 3,348 3,073 3,500 
U.S. Share of Indonesian Exports (%) 19.6 19.5 16.2 15.8 
Indonesian Imports from the U.S. (F.O.B.) 1,482 1,416 1,735 2,000 
U.S. Share of Indonesian Imports (%) 13.8 11.3 13.2 13.3 


Sources: Bank Indonesia, Central Bureau of Statistics, Department of Finance, Investment 
Coordinating Board, U.S. Department of Commerce, International Monetary Fund, World 
Bank, and Embassy estimates. 


—4 1989 data are Embassy estimates 


Entries projected by GOI three months before start of fiscal year; not adjusted to 
reflect subsequent developments 
—C Revised GOI budget estimates 





ie Summary* 


Indonesia’s program of loosening regulatory and administrative 
controls on the economy, launched in 1983, continued to show 
Significant results in 1989. In August the President announced 
that on the basis of revised national accounts, the economy in 
1988 had achieved a real growth rate of 5.7 percent, a 
percentage point higher than previously calculated, and that 
annual growth over the last five-year planning period had 
averaged more than 5 percent. The industrial sector, a major 
beneficiary of deregulation, fueled much of the increased growth 
and grew by nearly 14 percent in 1988. Despite the increased 
activity, inflation has been moderate: the Consumer Price Index 
(CPI) was up 5.9 percent for the 12 months ending in September. 
Over the coming decades, growth at the 5 percent level or better 
will be essential if the economy is to create jobs for the more 
than 2 million new workers who will be added to the work force 
each year. 


A number of new deregulation measures were announced during the 
year. New and more concise criteria for the government’s 
foreign investment approval process improved transparency and 
opened the door to increased flows of foreign capital. In other 
announcements, the government: clarified the rights of 
foreigners in purchasing shares listed on the Indonesian stock 
exchanges; raised air fares; eliminated costly subsidies for 
agricultural pesticides; and refined the 1988 financial 
deregulation package in the areas of taxation, portfolio 
investment and banking. Further deregulation packages in 
several important sectors are expected during the coming months. 


Indonesia continues to make progress in lessening its dependence 
on oil. In 1988, non-oil exports increased 35 percent and show 
good prospects for strong growth this year. Vigorous export 
performance in the non-oil sector has had a healthy impact on 
government revenues and foreign exchange earnings and helped 
offset the negative impact of lower oil production on growth and 
the current account. Repelita V, the government’s current 
five-year economic plan, assumes a moderate $14 per barrel of 
oil for 1989; market prices are currently in the $17-$18 range, 
which should provide higher levels of income than those 
projected in Repelita V. With this year’s higher oil production 
and continued strong industrial growth, 1989 economic growth 
should surpass last year’s performance. 


Indonesia’s external debt, consisting of about $36 billion of 
official debt or private debt guaranteed by the government, and 
another $13 billion of medium- and long-term and $6 billion of 
short-term non-guaranteed private debt, will remain at about 
$55 billion for the next several years. Interest and principal 
payments currently absorb about 40 percent of export receipts. 


* This report was prepared in December 1989. 
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However, the recent absence of speculative flows against the 
rupiah should give the government additional maneuverability in 
addressing the $1.5 billion current account deficit and in 
carrying out non-inflationary monetary policy. Most observers 
agree that continued careful management of the external debt, 
coupled with steady upward progress in expanding non-oil 
exports, are consistent with reducing the debt service ratio to 
25 percent by the end of Repelita V as forecast by the 
government. 


II. Recent Developments 


In his August Independence Day speech to the Parliament, 
President Soeharto announced the results of an Indonesian 
Government effort to reappraise the country’s recent economic 
performance. Based on new industrial sector surveys, the 
President stated that industrial growth over the Repelita IV 
planning period (1983-1988) had averaged 13.2 percent annually, 
well over the planned 9.5 percent target. At the same time, 
the industrial sector’s contribution to gross national product 
increased from 12.7 percent to 18.4 percent. The President 
noted that the economy’s strong performance in the industrial 
sector produced a higher level of overall growth than 
previously estimated, at an average annual rate of 5.1 percent 
for Repelita IV. For 1988, the revised growth rate of gross 
domestic product after inflation stood at 5.7 percent, more 
than 1 percentage point higher than previously estimated. 


The President’s speech also underlined the government’s 
commitment to a program of economic deregulation policies and 
greater private sector involvement in the country’s 
development. A number of policy changes announced in 1989 kept 
up the momentum of the government’s deregulation effort. In 
May, a list of sectors closed to new foreign and domestic 
investment replaced the lengthy and cumbersome priority list of 
open sectors that had previously guided foreign investment 
approvals. This step helped clarify the position of foreign 
and domestic investors in the economy and opened the door to 
increased flows of foreign direct investment. In late summer, 
the government announced that foreign portfolio investors could 
purchase up to 49 percent of the shares in all companies (with 
the exception of banks) listed on the Indonesian stock 
exchanges. In line with the government’s pledge to eliminate 
costly and distortive subsidies, policymakers raised the 
artificial ceiling on domestic air fares, eliminated the 
subsidy for agricultural pesticides, and reduced the fertilizer 
subsidy. In October, the government announced refinements to 
the 1988 financial sector deregulation packages in the areas of 
taxation, the stock market, and foreign banks. Further 
deregulation packages and legislation are also expected in the 
areas of pensions, foundations, insurance and banking. 
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The government’s program of deregulation has sparked intense 
private sector activity in a number of fields. In the banking 
sector, the easing of rules governing the establishment and 
operation of banks and savings institutions has generated thus 
far this year over 350 applications to set up new banks and 120 
applications to set up branches or sub-branches. Deposits in 
demand and savings accounts have also increased, in part 
because of special incentives offered by banks to attract new 
customers. Applications for government approval of foreign 
investment projects have also soared. The textile and footwear 
industries were popular sectors for foreign investment; in the 
five months ending in August, the government’s committee 
charged with investment approvals received 88 applications in 
these sectors, over half the total number received in the 
previous year. Korean and Taiwanese manufacturers of 
non-leather footwear were prominent among Indonesia’s recent 
foreign investors and are now exporting over 1.5 million pairs 
of shoes per month. Financial deregulation also had a 
leavening effect on capital markets. Several companies 
announced with considerable fanfare plans to launch public 
offerings. By the end of November, the shares of more than 50 
firms were actively traded in the secondary market. In June, a 
second stock exchange was opened in Surabaya, Indonesia’s 
largest city after Jakarta, and an over-the-counter market 
began operations. 


In November the government authorized sales of equity in 52 
state-owned enterprises. Public offerings could begin next 
year, although the government plans to spread out the sales 
over time in order not to disrupt the stock market. Sales of 
equity in the public enterprises should lessen their dependence 
on government financing in the longer run. In addition, the 
government announced that 59 other state-owned firms would 
undergo legal changes such as mergers or joint ventures, while 
another 75 would undertake various steps to enhance their 
efficiency. In total, the government’s measures announced in 
November affected 186 out of the more than 210 state-owned 
enterprises. 


The economy’s robust growth last year provided further evidence 
that the government’s program of easing regulatory and 
administrative controls was paying important dividends. In 
1988 the industrial sector registered a gain of nearly 

14 percent in real terms, contributing to that year’s strong 
growth in non-oil exports. Overall growth, however, was pulled 
down by lower crude and condensate production, as activity in 
the petroleum sector declined by nearly 3 percent from the 
prior year. Without the lower petroleum sector performance, 
Indonesia’s real GDP last year would have risen by 

7.3 percent. 
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In the 12 months ending in September, the Consumer Price Index 
(CPI) increased 5.9 percent. This is a considerably lower 
inflation rate than the 8.2 percent rise over the previous 12 
months. 


While statistical evidence is incomplete, 1989’s higher oil 
production and strong export growth, coupled with increased 
domestic and foreign investment, suggest that the rate of 
economic growth this year will surpass last year’s performance. 


III. Sectoral Analyses 


Energy: Indonesia’s oil production averaged 1.4 million 
barrels per day (b/d) during the first nine months of 1989, a 
4.4 percent increase from the same period last year. Crude oil 
exports were up 7 percent to 765,000 b/d, while growth in 
domestic consumption averaged nearly 4 percent. Oil product 
exports fell 16 percent to average 157,000 b/d. Liquefied 
natural gas (LNG) exports remained steady at the same levels as 
last year. lLiquidfied petroleum gas (LPG) volumes were up over 
threefold as two new LPG for export plants became fully 
operational. 


Oil prices during the nine-month period averaged $17.24, well 
above the $14 estimate used in preparation of the government’s 
FY 1989/90 budget and balance-of-payments forecasts and the 
$15.34 average realized for 1988 exports. 


Given the strong performance thus far this year, the government 
is now estimating 1989/90 oil and gas exports to exceed $8.8 
billion, or $1.6 billion above estimates released in January 
1989. Similarly, the government’s share of oil revenues for 
the first six months of FY 1989/90 reached 68 percent of the 
total year budget of Rp 7.9 trillion budget. 


Indonesia’s oil production is expected to increase slightly in 
the next year or two as several additional fields come 
onstream. Longer term prospects are for a slow decline in 
production and increasingly less oil available for export as 
existing oil fields mature and new discoveries are of limited 
size. Exploration activities have increased significantly, 
however, from the depressed levels of 1987. With 14 new 
production sharing contracts and 5 contract extensions signed 
in 1989, the number of active exploration contracts has reached 
80, an all time high. LNG production/exports will increase by 
about 8 percent to 20 million tons/year with 

the start-up of exports to Taiwan in March 1990. Negotiations 
are under way for additional long-term LNG sales contracts with 
Japan and Korea. 
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Mining: Strong world market prices for Indonesia’s major 
mineral exports have encouraged increased production and 
capacity expansion. 


Nickel exports for 1988 increased 8 percent in volume and 182 
percent in value to total $325 million. Copper exports 
increased 29 percent in volume and 52 percent in value to 
$233 million last year. Tin exports, limited by Indonesia’s 
participation in the Association of Tin Producing Countries 
(ATPC) supply rationalization agreement, rose by nearly 10 
percent while export value increased by 15 percent to 

$160 million. Freeport, Indonesia’s only copper producer, 
announced a $511 million expansion plan to double production 
capacity by 1992. Inco Nickel, of Canada, and Aneka Tambang, 
the state general mining company, are proceeding with major 
expansions of their nickel mines. Tambang Timah, the state tin 
company, is improving its operating efficiency while limiting 
production to ATPC quota levels. 


Coal production increased by nearly 40 percent during 1988 to 4 
million tons and is expected to exceed 15 million tons by 1994 
as 10 coal contractors and 2 large government mines expand 
operations. More than half of this projected coal production 
is slated for export including 6 million tons/year of high 
quality steam coal targeted for European markets. With 28 
billion tons of reserves, coal will play an increasingly 
important role in Indonesia’s domestic energy mix as well as 
its export earnings. 


Manufacturing: Reflecting strong domestic and export demand, 
industrial sector output in 1988 was up nearly 14 percent in 
real terms over 1987. Manufacturing industries increased their 
output 8.6 percent in first quarter 1989 over the same period 
last year. Quarter-over-quarter output was particularly strong 
in those industries producing for export: footwear was up 

26 percent, plywood 14 percent, and leather goods 18 percent. 


Agriculture: Agriculture comprises 25 percent of the economy’s 
GDP, and exports of agricultural products made up almost 

50 percent of non-oil exports in 1988. Growth in the 
agricultural sector for 1989 may surpass the estimated 

4.5 percent rate of last year, as abundant rainfall and 
improved producer price conditions have prompted a record rice 
crop. Production of other food crops, such as soybeans, 


cassava, and corn, is also expected to be excellent for the 
year. 


Agricultural exports have continued to expand, led by forest 
products (plywood), fisheries (shrimp), and rubber. The 
expiration of the International Coffee Agreement in July 
resulted in the export price of coffee plummeting by 
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50 percent, but the increase in export volume will cushion the 
fall in total revenue from that commodity. Indonesian 
agricultural imports were led by wheat, cotton and soybeans. 
The United States captured almost 30 percent of the cotton 
import market in 1989, and sales are likely to top $110 million 
c.i.f. value for the year. Total U.S. agricultural exports to 
Indonesia should surpass $210 million in 1989, while U.S. 


imports of Indonesian agricultural products should reach $900 
million. 


A number of policy changes in the latter half of 1989 are 
likely to affect agricultural production and trade. An 
increase in the export tax on sawn timber will effectively 
hobble exports, and is expected to stimulate development of 
downstream wood product industries. A partial lifting of the 
restrictions on imports of fresh fruits has resulted in imports 
of apples and pears. Liberalization of trade in maize resulted 
in over 200,000 tons of corn exports in 1989. Although 
Indonesia is a seasonal importer of corn, it is expected that 
the country will be a net exporter over the next several 
seasons. 


Labor: The labor force was estimated to be 74.5 million in 
1988. The number actually working was 72.3 million. A 
relatively high population growth of 2.1 percent per annum has 
resulted in a rapidly expanding labor force expected to swell 
by an additional 12 million during the period 1989-1993. 


As Indonesia enters the 1990s, the government faces a 
fundamental challenge -- the creation of sufficient employment 
to absorb the anticipated 2.3 million persons expected to enter 
the job market each year over the next five years. In his 
January 1989 budget speech, President Soeharto stated job 
creation would be the number one priority of Repelita V. 
Indonesia needs high real growth to stimulate development and 
to absorb those new workers who enter the labor force each 
year. To this end Repelita V will rely heavily on the private 
sector to contribute future growth in the economy. A major 
constraint on the private sector is the scarcity of certain 
categories of skilled labor, particularly mid-level 
technicians, certain types of engineers, accountants, managers 
and supervisors. The situation became acute in the rapidly 
growing banking sector during 1989; new banking units have bid 
away experienced staff from older banks, and salaries in this 
sector have soared. The Indonesian Government calculates that 
at least a 5 percent real GDP growth is required each year to 
absorb the additions to the labor force. 


Underemployment (less than 35 hours per week) is the lot of 
44 percent of the work force. Early into his administration 
the Minister of Manpower expressed concern over the number of 
underemployed stating that it had reached alarming 
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proportions. Next to unemployment, underemployment, he stated, 
should now be viewed as a national problem facing the work 
force. Underemployment is most widespread in the agricultural 
and informal sectors, which, taken together, still employ more 
than 75 percent of the labor force. 


Tourism: Tourist expenditures represent a significant source 
of foreign exchange for the economy. The government projects 
the number of foreign tourists visiting Indonesia in 1989 to 
increase 7 percent, to 1.6 million from 1.5 million in 1988. 
Foreign exchange earnings from the tourism sector in the first 
half of the year totalled approximately $530 million. Earnings 
for the year are expected to total about $1.4 billion. New 
hotels in Jakarta, Bali and many other locales for the tourist 
and business visitor are under construction. 


Money and Finance: Indonesia maintains an open capital 
account, and outflows as well as inflows of foreign exchange 
are free of government controls. In November Bank Indonesia, 
the country’s central bank, modified procedures for carrying 
out its dealings in foreign exchange. Previously, the bank had 
announced a single daily rate for foreign exchange transactions 
and traded in unlimited amounts of foreign exchange at that 
rate in response to offers and bids. Under the new procedures, 
Bank Indonesia will limit the time devoted to transactions at 
fixed rates, but will trade more actively with individual 
customers, predominantly banks, at negotiated rates. The new 
procedures are expected to provide a more flexible instrument 
for managing the country’s foreign exchange market. 


Foreign exchange flows are an important factor influencing the 
money supply and level of interest rates. Interest rate levels 
(as measured by Jakarta interbank fund rates) fell in 1989 to 
the 12-13 percent range from the average of over 15 percent 
that prevailed in 1988. This easing of interest rate levels 
reflects in part an absence of speculative flows against the 
rupiah and the government’s desire to increase internal 
investment. 


Expectations of a rupiah devaluation have gradually ebbed since 
the last major devaluation in 1986. The government’s policy of 
allowing a slow downward drift of the rupiah against the dollar 
has helped maintain confidence in the Indonesian currency, as 
well as the competitiveness of Indonesian exports. The current 
budget and balance-of-payments projection, like the one for 
1988, was drawn up assuming an average annual 5 percent 
depreciation of the rupiah against the dollar. 
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IV. Balance of Payments and Foreign Debt 


According to the Indonesian Government’s provisional estimate 
of the FY 1988/89 balance of payments, the current account 
deficit is estimated at $1.9 billion, marginally higher than 
the $1.7 billion deficit of FY 1987/88. On a calendar year 
basis, Indonesia’s non-oil exports in 1988 were up 35 percent, 
to $11.6 billion from $8.6 billion the previous year. Oil and 
liquified natural gas (LNG) exports totalled $8.3 billion in 
1988, down 6 percent from 1987's level. Imports totalled 
slightly over $10 billion, to yield a trade surplus of $9.8 
billion. High debt service payments (which, including 
amortization of $5.8 billion, totalled $9 billion), royalties 
to production sharing contractors as well as other invisibles, 
however, exceeded the surplus on the merchandise account to 
produce the $1.9 billion current account deficit. 


Exports: According to Indonesian statistics, total exports 
during the first six months of 1989 increased by 10 percent 
over the same period last year. Non-oil and gas exports were 
particularly strong, with a better than 20 percent increase. 
Earnings on oil and LNG exports during the first six months of 
1989 were down fractionally, despite increased output and 
higher world prices, due to technical factors related to the 
Government of Indonesia’s pricing formula used in calculating 
earlier years’ exports. Beginning April 1, 1989, the 
government adopted a new pricing formula based on the average 
monthly prices of five internationally traded crudes. 


Imports: Imports during the first six months of 1989 totalled 
$7.9 billion, a 25 percent increase over the same period last 
year. This higher import level resulted in a narrowing of the 
trade surplus, from $3.2 billion to $2.6 billion. 


Current Account Forecast: Higher oil and gas exports during 
the second half of 1989 should help to correct the shrinking of 
the merchandise trade account earlier this year. Imports, 
however, will remain strong. As debt service payments 
including amortization should remain at 1988 levels, the 1989 
current account deficit should decrease to about $1.5 billion 
from 1988's $1.9 billion level. 


Official Reserves: Indonesia’s official foreign reserves, 
including gold, SDRs, and foreign exchange, totalled $5.7 
million at the end of June 1989, which was equivalent to 
slightly less than six months of merchandise imports. 
Indonesia’s official reserves were 12 percent lower than where 
they stood at the end of June 1988. 
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In addition, Indonesia has been able to obtain medium-term 
lines of credit from the international banking community to 
help meet its foreign exchange requirements. Repayment terms 
on such lines of credit have been on extremely favorable 

terms. In October 1989 a $400 million credit syndicated by 
several European and Japanese banks carried an interest rate of 
0.5 percent over LIBOR (London Interbank Offer Rate) for the 
first half of the repayment period. 


Indonesia’s external debt at the end of 1989 is projected to 
total approximately $55 billion, consisting of about $36 

billion of official debt or private debt guaranteed by the 
government, and another $12.6 billion of medium- and long ,term - 
and $6.3 billion of short-term nonguaranteed private debt. 
Medium- and long-term debt comprises nearly all of the 
government’s debt. Interest and principal payments on the 
medium- and long-term government and officially guaranteed debt 
account for approximately 38 percent of Indonesia’s exports of 
goods and services. This ratio is expected to fall as the 
country increases its non-oil exports. Repelita V foresees the 
debt service ratio falling to 25 percent by the end of the 
planning period. Most observers agree that continued careful 
management of the external debt, coupled with steady upward 
progress in expanding non-oil exports, should allow the country 
to continue to shoulder and eventually reduce its debt burden. 


V. Implications for the United States 


Economic reforms of the past several years augur well for 
American businesses investing in Indonesia. The government’s 
deregulation program of 1986-1989 has substantially eased 
restrictions on foreign direct investment. Among important 
changes are: 


-- Joint ventures with majority Indonesian ownership are now 
treated as domestic entities, enabling the joint venture 
company to distribute its own products locally, borrow from 
local money market, and invest in sectors open only to 
domestic companies. 


Any company exporting more than 65 percent of its output 
can import its material duty free and without license 
restrictions regardless of availability of comparable 
domestic products. 


The number of licenses required to operate a business was 
reduced from four to two. Companies can expand production 
capacity up to 30 percent without obtaining prior 
permission. 
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Joint venture companies are permitted to export their own 
products as well as goods produced by other companies. 


-- Foreign investors in Batam Island (12 miles from Singapore) 
can now hold 100 percent equity in export projects for up to 
five years. 


Other important changes include the recently implemented 
bilateral copyright agreement between Indonesia and the United 
States which extends copyright protection to American firms and 
individuals in the Indonesian market. While the agreement has 
not yet been totally enforced, particularly in the area of 
computer software and motion pictures, it should open up new 
market opportunities for American firms. The Indonesian 
Parliament passed the country’s first patent bill in October 
1989, and President Soeharto signed it into law in November. 
The law, which will take effect on August 1, 1991, provides 
product protection inter alia for chemical and pharmaceutical 
products. The Indonesian Government is now considering 
possible revisions of its trademark law to make it more 
compatible with international practices. On the whole, 
intellectual property protection in Indonesia has improved 
greatly over the past few years. The United States-Indonesia 
bilateral tax treaty, currently awaiting U.S. Senate 
ratification, should also prove to be beneficial for American 
companies operating in Indonesia. 


Despite the progress in improving the business environment, 
some obstacles to foreign business activity remain. Certain 
sectors such as communications, transport, and retail trade, 
are closed to foreign investment. In addition, foreigners are 
barred from practicing law, and restrictions apply in certain 
service sectors, such as accountancy and certain types of 
insurance. 


During 1988, U.S.-Indonesian trade totalled $4.6 billion. U.S. 
imports from Indonesia (mostly oil, rubber, coffee, plywood and 
textile products) totalled $3.5 billion. American exports to 
Indonesia amounted to $1.1 billion, consisting mainly of 
agricultural products, chemicals and resins, aircraft, aircraft 
parts and earthmoving equipment. Best export prospects for 
American firms are avionics and ground support equipment, 
office machines, gasoline and diesel engines, and agricultural 
and food processing machinery. 








